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AAC Clyde Space

Omnisys extends capabilities and reach

The acquisition of Omnisys Instruments was completed on 30 April 2021.
The combination of existing cubesat knowledge with microwave sensing
technology should allow AAC Clyde Space to extend its product and
service offering in the high growth, space-based weather and climate data
market. We have adjusted our estimates to reflect the purchase of the
already profitable business and the contingent fundraise of SEK100m
(gross). AAC Clyde Space continues to execute its growth strategy and
appears to be moving to profitability and cash generation.

Revenue PBT* EPS* DPS PIE Yield
Year end (SEKm) (SEKm) (SEK) (SEK) (x) (%)
12119 66.4 (38.2) (0.45) 0.0 N/A N/A
12/20 98.4 (26.7) (0.26) 0.0 N/A N/A
12121e 217.8 (3.8) (0.02) 0.0 N/A N/A
12/22¢ 293.0 16.5 0.08 0.0 29.0 N/A

Note: *PBT and EPS are normalised, excluding amortisation of acquired intangibles,
exceptional items and share-based payments.

Omnisys supports SDaaS growth

With over 30 years of experience in space, Omnisys brings four main technologies
in ground and satellite-based data-gathering instruments and sensors to the group:
radiometer systems, power and control units, THz products and microwave
sensors. In addition to its major system development project for the Arctic Weather
Satellite (AWS), it is expected the instruments can be integrated into AAC Clyde
Space’s cubesat platform offering. In turn, that should allow greater potential to
capture new Space Data as a Service (SDaaS) clients who wish to collect and
manipulate data for onward sale to end users. The low-cost nature of the AAC
Clyde Space strategy and Omnisys’s sensors facilitate the model for this access.

Balance sheet prepared for further growth investment

Management continues to position the company to deliver strong growth, although
challenges remain. Supply chain constraints are a concern but so far increased
inventory levels and early ordering in larger quantities has prevented disruption.
AAC Clyde Space has extended its capabilities through Hyperion, SpaceQuest and
Omnisys and strengthened its offering to the broader customer base. It has a US
presence, which already has SDaaS revenues, seen as the core pillar of the growth
strategy. Management expects to grow revenues five-fold by FY24, with ¢ 25% of
the incremental sales added by the acquisitions and the rest organically. Operating
leverage should expand EBITDA margins into the high teens with a consequent
increase in cash flow. The recent SEK100m (gross) fund raise positions the
balance sheet to support the organic growth and M&A.

Valuation: Move to positive metrics to reduce risk

AAC Clyde Space has been transformed by the three recent acquisitions, creating
a business with enhanced growth potential, critical scale and improving financial
performance. Our capped DCF allowing for the full issuance against Omnisys
stands at SEK5.6 per share.

Omnisys acquisition
completed

Aerospace & defence

17 May 2021

SEK11.77/£1

Net cash (SEKm) at 31 December 2020 62.2
(excluding lease liabilities)

Shares in issue 186.4m
Free float 97%
Code AAC

Primary exchange Nasdaq First North Premier

Secondary exchange OTCQX

Share price performance

45
4
35
3
25
2 i ASOND I EMAM
% 1m 3m 12m
Abs (114)  (39.1)  (327)
Rel (local) (9.8) (43.9) (55.6)
52-week high/low SEK4.39  SEK2.32

Business description

Headquartered in Sweden, AAC Clyde Space is a
world leader in nanosatellite end-to-end solutions,
subsystems, platforms, services and components,
including supply to third parties. It has production

and development operations in Sweden, Scotland,
the Netherlands and the United States.

Next events

AGM 27 May 2021
Q121 results 27 May 2021
Analyst

Andy Chambers +44 (0)20 3681 2525

AAC Clyde Space is a research
client of Edison Investment
Research Limited


https://www.edisongroup.com/company/aac-clyde-space/2775

EDISON

Omnisys Instruments completion

We commented on the background, rationale and terms of the Omnisys deal in our last note

in March. The approval by shareholders of the deal terms
alongside the contingent SEK100m private placement of shares was duly received at the EGM on
22 April 2021. As a result, the Omnisys purchase was completed on the 30 April 2021.

As is our usual protocol, we now adjust our estimates to reflect both transactions. While in the first
instance we expect some dilution, management believes significant synergies combined with
existing organic growth and operational leverage should drive value creation for shareholders.

In addition, some further information on Omnisys has become available, which we discuss below.

Stable historical trading performance

The five-year trading track record of Omnisys is shown in Exhibit 1. Revenues have fluctuated
around SEK40m since 2016 and EBITDA margins have ranged between 5% and 7%, except for
2018 when the company reported a small EBITDA loss of SEK1m. Even in 2020, the company
produced revenues of SEK34.9m with PBT of SEK1.4m

Exhibit 1: Omnisys Instruments historical trading highlights

60 - i - 8%
1 45 - T%
50 6% | 6%
40 - - 5%
30 1 - 4%
- 3%
£
3 20 - L 29,
ZEET 9 1%
- 0%
0 L%
10 4 L 2%
2016 2017 2018 2019 2020

Net sales mmmm EBITDA —— EBITDA Margin

Source: AAC Clyde Space

Omnisys adds around SEK130m of order backlog to the group (around three years of its sales), a
large part of which is made up of a contract for the AWS mission for the European Space Agency
(ESA). The programme consists of a one in-orbit prototype satellite being built by OHB Sweden.
Omnisys has an initial contract worth €12.2m (SEK120m) to supply a sensor for the demonstrator. If
successful the mission should lead to a constellation of polar-orbiting satellites supplying a stream
of temperature and humidity data in almost real time, enhancing short-term weather forecasting
globally. The contract scope for Omnisys could expand to €73m (SEK700m).

AAC Clyde Space announced in March it had won a contract to provide avionics packages for the
AWS, potentially worth up to SEK10m for the initial satellite, including Sirius command and data
handling units and the Starbuck power system, with mission specific customisation.

As well as the ESA and OHB Sweden, customers include the Swedish National Space Agency and
ADS (Airbus Defence & Space), and other research organisations in the US and Japan.

The business model is expected to evolve as the AWS programme develops. The current design
development and delivery of individual products is characterised by positive cash flows across
project lifetimes as milestones are executed. It is expected to shift to a volume based, serial
production model for sensors as the AWS project develops and cross-selling opportunities increase
with the rest of AAC Clyde Space.
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Significant potential synergies expected °

If we use our WACC estimate for AAC Clyde Space of just under 12%, Omnisys will have to
contribute around SEK9.0m to NOPAT to create value, equivalent to an EBITDA of around
SEK11.5m (assuming a standard Swedish corporate tax rate of 22%). While some of the increase
is expected to come from existing organic growth and operating leverage as the model evolves to
serial production, some additional synergies are expected from both marketing and upselling
Omnisys sensors across AAC Clyde Space’s broader customer base.

Order backlog development

AAC Clyde Space’s management has provided some additional segmentation of order backlog and
revenues in the recently published FY20 annual report. SDaaS has been broken out from missions
and platforms for the first time, a segment that we believe by the end of the decade should be the
dominant revenue stream. It contributed just SEK3.1m of revenues in FY20 with a SEK44.6m order
backlog at the year end. At the end of FY20, the group order backlog stood at SEK156.3m,
including both Hyperion and SpaceQuest but before adding around SEK130m from Omnisys.

Exhibit 2: AAC Clyde Space order backlog development
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Omnisys underpins FY24 revenue goal of SEK500m

As reaffirmed in the FY20 annual report, management is targeting SEK500m of revenues in FY24.

Exhibit 3: Anticipated revenue development by segment (SEKm)
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As can be seen from Exhibit 3, management expects growth to be driven by all segments. We
expect the three acquisitions to add around SEK95m in aggregate on an annualised basis in FY21
and organic growth to deliver around SEK310m of additional revenues over the period to FY24. The
rapid increase in recurring high-margin revenues from SDaa$S to around SEK55m from SEK3.1m in
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FY20 should occur as satellites and constellations are deployed and become operational for
customers over the next few years. We expect strong growth in SDaaS revenues through the
remainder of the decade. The addition of Omnisys as a new revenue stream is expected by AAC
Clyde Space to allow the advanced sensors revenues to more than double from current levels to
around SEK85m by 2024.

Earnings estimates updated for Omnisys Instruments

Omnisys should be consolidated for eight months from the end of April 2021 and we estimate it
should add around SEK25.0m of revenues and SEK2.1m of EBITDA in FY21. Our assumption for
FY22 assumes a full-year contribution of SEK40.0m to revenues and EBITDA of SEK4.6m.

Exhibit 4: Financial summary

Year to Dec (SEKm) 2021e 2021e 2022¢ 2022¢

Prior New % change Prior New % change
By business R ; ; ) ) )
AAC 394 394 0.0 50.0 50.0 0.0
Clyde 99.2 99.2 0.0 130.9 130.9 0.0
Hyperion 19.2 19.2 231 231
SpaceQuest 35.0 35.0 49.0 49.0
Omnisys 25.0 40.0
Total group net sales 192.8 217.8 13.0 253.0 293.0 15.8
By activity R ) ; ; ; )
Satellite platforms 86.6 86.6 0.0 118.5 118.5 0.0
Subsystems 105.2 130.2 23.8 132.5 172.5 30.2
Licence & royalties income 1.0 1.0 2.0 2.0
Total group net sales 192.8 217.8 13.0 253.0 293.0 15.8
Other operating income 6.5 7.3 6.5 7.3
Own work capitalised 15.7 15.7 14.9 14.9
Total group income 215.0 240.8 12.0 274.4 315.2 14.9
Raw materials & subcontractors (86.8) (93.7) 7.9 (101.2) (111.3) 10.0
Personnel costs (89.4) (103.0) 15.2 (111.7) (129.2) 15.6
Other external expenses (32.8) (37.0) 13.0 (40.5) (49.1) 21.2
Other operating expenses 0.0 0.0 0.0 0.0
EBITDA (company reported) 6.1 7.2 17.7 21.0 25.6 21.9
EBIT (underlying)* (5.0) (4.3) (15.0) 9.1 13.2 45.9
Underlying PBT (5.1) (3.8) (26.7%) 1.5 16.5 42.5%
EPS - underlying continuing (SEK) (0.03) (0.02) (38.5%) 0.07 0.08 7.0%
DPS (SEK) 0.0 0.0 0.0 0.0
Adjusted net cash / (debt) 54.6 123.9 127.0% 58.0 135.8 134.1%

Source: Edison Investment Research estimates. Note: *Before exceptionals

The SEK75m initial consideration for Omnisys is settled through a cash payment on completion of
SEK25m with the balance met by the issue of 17.34m new consideration warrants to the vendors.
Each warrant converts into one new AAC Clyde Space share exercisable in three equal tranches at
market prices six, 12 and 18 months after completion.

In our model we have assumed the first tranche of consideration warrants is fully exercised at the
end of October, with the second and third tranches exercised in 2022. We have adjusted for the
SEK100m capital raise that was approved contingent on the Omnisys consideration terms being
agreed, increasing the number of shares in issue to 186.4m. By the year end, the number of shares
will increase to 192.2m due to conversion of the first tranche, and to 203.8m by the end of FY22 as
the subsequent consideration warrant tranches convert. The tranches are to be valued at the
prevailing share price at the time of exercise, and for simplicity we assume this to be the current
share price. The consideration value and goodwill recognised is therefore likely to vary.
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We have adjusted our net cash assumption for the end of FY21 and FY22 to reflect the SEK25m
cash part of the consideration paid being more than offset by the capital raise which we assume to
add SEK93m after issuance costs. Clearly, it also includes the cash performance of Omnisys.

Valuation

As we noted in our previous report, the purchase of Omnisys and the now completed contingent
capital raise are initially dilutive for shareholders unable to participate. Having said that, we expect
Omnisys to have a positive impact on profitability metrics and operational cash flow in FY21 and
beyond and to create value by around FY25 in our model. Our DCF value reduces to SEK5.6 due
to the increase in share count partially offset by the addition of Omnisys cash generation.

We continue to use a relatively high cost of equity of 12% when calculating our WACC of 11.99%,
but assuming a move to profitability and positive cash flows we would expect this to reduce in the
next few years. The sensitivity of our capped DCF to various terminal growth and WACC
assumptions are shown below.

Exhibit 5: AAC Clyde Space capped DCF sensitivity to WACC and terminal growth rate
assumptions (SEK/share)

WACC 7.00% 8.00% 9.00%  10.00%  11.00%  11.99%  12.00% 13.00% 14.00%
Terminal growth rate
0% 10.7 9.2 8.0 7.0 6.3 5.6 5.6 5.1 46
1% 123 10.3 8.8 7.7 6.8 6.0 6.0 5.4 49
2% 14.5 1.8 9.9 8.5 74 6.5 6.5 5.8 5.2
3% 17.8 13.9 1.3 9.5 8.1 7.1 741 6.3 5.6

Source: Edison Investment Research estimates

AAC Clyde Space | 17 May 2021 5



EDISON

Exhibit 6: Financial summary

SEKm 2019 2020 2021e 2022¢
Year end December IFRS IFRS IFRS IFRS
PROFIT & LOSS
Net sales 66.4 98.4 217.8 293.0
Own work capitalised and other operating income 141 211 23.0 222
Group income 80.6 119.5 240.8 315.2
EBITDA (27.3) (17.5)* 7.2 25.6
Operating Profit (before amort. and except). (32.7) (22.2) 1.6 19.6
Intangible Amortisation (4.6) (3.3 (5.9) (6.4)
Exceptionals (2.9) (12.1) (11.8) (4.4)
Other 0.0 0.0 0.0 0.0
Operating Profit (40.2) (37.5) (16.1) 8.8
Net Interest (0.8) (1.3) 0.5 3.2
Profit Before Tax (norm) (38.2) (26.7) (3.8) 16.5
Profit Before Tax (FRS 3) (41.0) (38.8) (15.5) 12.0
Tax 0.5 0.5 0.8 (0.6)
Profit After Tax (norm) (37.8) (26.4) (3.6) 15.6
Profit After Tax (FRS 3) (40.6) (38.3) (14.8) 1.4
Average Number of Shares Outstanding (m) 84.8 102.3 175.3 196.1
EPS - fully diluted (SEK) (0.45) (0.26) (0.02) 0.08
EPS - normalised (SEK) (0.44) (0.26) (0.02) 0.08
EPS - (IFRS) (SEK) (0.48) (0.37) (0.08) 0.06
Dividend per share (SEK) 0.0 0.0 0.0 0.0
EBITDA Margin (%) -41.1 -17.8 33 8.7
Operating Margin (before GW and except.) (%) -49.3 -22.5 0.7 6.7
BALANCE SHEET
Fixed Assets 436.9 523.0 561.6 595.7
Intangible Assets 418.6 494.3 536.1 573.5
Tangible Assets 4.1 16.2 15.7 15.2
Right of use asset 14.2 12.5 9.8 7.0
Investments 0.0 0.0 0.0 0.0
Current Assets 108.5 113.3 240.9 266.1
Stocks 13.1 12.8 415 49.8
Debtors 17.7 9.5 41.7 46.9
Cash 52.4 62.4 125.0 140.0
Other 252 28.5 32.8 29.4
Current Liabilities (60.5) (56.1) (113.4) (127.5)
Creditors (60.5) (56.1) (113.4) (127.5)
Short term borrowings 0.0 0.0 0.0 0.0
Long Term Liabilities (16.0) (14.4) (12.7) (13.2)
Long term borrowings (0.8) (0.3) (1.1) (4.1)
Lease liabilities (14.1) (12.9) (10.3) (7.8)
Other long term liabilities (1.1) (1.2) (1.2 (1.2
Net Assets 468.9 565.8 676.4 721.2
CASH FLOW
Operating Cash Flow (15.3) (14.2) 34 26.7
Net Interest (0.8) 0.7) 0.7 34
Tax 0.4 0.4 0.2 (0.8)
Capex (13.9) (17.2) (17.8) (17.6)
Acquisitions/disposals (3.0 (113.8) (41.5) (33.1)
Financing 73.3 156.8 116.7 33.3
Dividends 0.0 0.0 0.0 0.0
Net Cash Flow 40.7 11.4 61.7 12.0
Opening net debt/(cash) excluding lease liabilites (10.9) (51.6) (62.2) (123.9)
HP finance leases initiated 0.0 0.0 0.0 0.0
Other 0.1 (0.8) 0.0 (0.0)
Closing net debt/(cash) excluding lease liabilities (51.6) (62.2) (123.9) (135.8)
Net financial liabilities including lease liabilities (37.5) (49.3) (113.6) (128.1)

Source: Company reports, Edison Investment Research estimates. Note: *Before SEK9.3m exceptional acquisition and personnel
costs.
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This report has been commissioned by AAC Clyde Space and prepared and issued by Edison, in consideration of a fee payable by AAC Clyde Space. Edison Investment Research standard fees are £49,500 pa for the
production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of
roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the ime of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2021 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experie nce in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (jii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not
offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular se curity in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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